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REHMANN ROBSON

Certified Public Accouniants

A member of THE REHMANN GROUP An Independent Member of Baker Tilly International

INDEPENDENT AUDITORS’ REPORT
September 14, 2067

Board of Education
Northwest School District
Jackson, Michigan

_We have audited the accompanying financial statements of the governmental activities, each major fund, and
the aggregate remaining fund information of the NORTHWEST SCHOOL DISTRICT, as of and for the year
ended June 30, 2007, which collectively comprise the District’s basic financial statements, as listed in the
table of contents. These financial statements are the responsibility of Northwest School Districts’
management. OQur responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with anditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether'the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, each major fund, and the aggregate remaining fund
information of the Northwest School District as of June 30, 2007, and the respective changes in financial
position thereof and the budgetary comparison for the general fund for the year then ended in conformity
with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated September 14,
2007 on our consideration of the Northwest School District’s internal controls over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
‘and other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That repost is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing the
results of cur andit.
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The Management’s Discussion and Analysis on pages 3-10 is not a required part of the basic financial
statements but is supplementary information required by the Governmental Accounting Standards Board.
We have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the supplementary information. However, we did
not andit the information and express no opinion on it.

QOur audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Northwest School District’s basic financial statements. The combining financial statements
listed in the table of contents are presented for purposes of additional analysis and are not a required part of
the basic financial statements of the Northwest School District. The accompanying schedule of expenditures
of federal awards is presented for purposes of additional analysis as required by U.S. Office of Management
and Budget Circular A-133, dudits of States, Local Governments, and Non-Profit Organizations, and is also
not a required part of the financial statements of the Northwest School District. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our opinion,
is fairly stated, in all material respects, in relation to the basic financial statements taken as a whole.
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MANAGEMENT’S DISCUSSION and ANALYSIS



Northwest Community Schools
Management’s Discussion & Analysis

As management of Northwest Community Schools, we offer readers of the District’s financial
statements this narrative overview and analysis of the financial activities of the District for the
fiscal year that ended June 30, 2007.

Financial Highlights

0 The assets of the Disirict exceeded its liabilities at the close of the most recent fiscal year
by $7,837,788 (net assets). Of this amount, $2,073,380 (unrestricted net assets) may be
used to meet the government’s ongoing obligations for district programs.

o The government’s total net assets increased by $206,088.

o As of the close of the current fiscal year, the District’s governmental funds reported
combined ending fund balances of $3,126,142, a decrease of $75,417 in comparison with
the prior year. Approximately 75.0% or $2,345,475 is available for spending at the
govemment’s discretion (Unreserved fund balance.)

0 At the end of the current fiscal year, unreserved fund balance for the general fund was
$1,887.800 or 6.9% percent of tota} general fund expenditures.

o Investments for the future were made by the spending of approximately $1,109,000 on

school facilities improvements, vehicles, and equipment.

Overview of Financial Statements

This discussion and analysis is intended to serve as an introduction to the District’s basic
financial statements. The District’s basic financial statements comprise three components:

1. Government-Wide Financial Statements
2. Fund Financial Statements

3. Notes to the Financial Statements

This report also contains other supplementary information in addition to the basic financial
statements.



Government-Wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad
overview of the District’s finances, in a manner similar to the private business sector.

The statement of net assets presents information on ali of the District’s assets and liabilities, with
difference between the two reported as net assets. Over time, increases or decreases in net assets
may serve as a useful indicator of whether the financial position of the District is improving or
deteriorating.

The statement of activities presents information showing how the government’s net assets
changed during the most recent fiscal year. All changes in net assets are reported, as soon as the
underlying event giving rise to the change cccurs, regardless of the timing of related cash flows.
Thus, revenues and expenses are reported in this statement for some items that will only result in
cash flows in future fiscal perfods (e.g., earned but unused vacation leave.)

Both of the government-wide financial statements distinguish functions of the District that are
principally supported by taxes and intergovernmental revenues (governmenial activities) from
other functions that are intended to recover all or a significant portion of their costs through user
fess and charges (business-type activities). The governmental activities of the district include
instruction, support services, food services, athletics, and community service. The District has no
business-type activities as of and for the year ending June 30, 2007.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. Like other state and local governments, the
District uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. All of the funds of the District can be divided into two categories: governmental
funds and fiduciary funds.

Governmental Funds

Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-
term inflows and outflows of spendable resources, as well as on balances of spendable resources
available at the end of the fiscal year. Such information may be useful in evaluating a
govemment’s near-term financing requirements.



Because the focus of governmental funds is narrower than that of the govemment-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements.
Readers may get a better understanding of the long-term impact of the government’s near-term
financing decisions by doing it this way. Both the governmental fund balance sheet and the
governmental fund statement of revenues, expenditures, and changes in fund balances provides,
a reconciliation to facilitate this comparison between governmenial funds and governmental
activities,

The District maintains eight individual governmental funds. Information is presented separately
in the governmental fund balance sheet and in the governmental fund statement of revenues,
expenditures, and changes in fund balances for the General and Capital Projects funds, each of
which are considered to be a major fund. Data from the six other governmental funds are
combined into a single, aggregated presentation. Individual fund data for each of these non-
major governmental funds is provided in the form of combining statements elsewhere in this
report.

The District adopts an annual appropriated budget for its General and Special Revenue funds.
Budgetary comparison statemnents or schedules have been provided herein to demonstrate
compliance with those budgets.

Fiduciary Funds

Fiduciary funds are used to account for resources held for the benefit of parties outside the
government. Fiduciary funds are not reflected in the government-wide financial statements
because the resources of those funds are not available to support the District’s own programs.
The accounting used for fiduciary funds is much like that used for proprietary funds.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data
provided in the government-wide and fund financial statements. The notes to the financial
statements can be found following the Fund Financial Statement section.

Other Information

The combining statements, referred to earlier, in connection with non-major governmental funds
are presented immediately following the notes to the financial statements. Combining and
individual fund statements and schedules can be found following the Notes to the Financial
Staternent section.



Government-Wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial
position. In the case of the District, assets exceeded liabilities by $7,837,788 at the close of the
most recent fiscal year.

A portion of the District’s net assets (70.2%) reflects its investment in capital assets (e.g. land,
buildings, vehicles, and equipment); less any related debt used to acquire those assets that is still
outstanding. The District uses these capital assets to provide services to the students it serves;
consequently, these assets are not available for future spending. Although the District’s
investment in its capital assets is reported net of related debt, it should be noted that the resources
needed to repay this debt must be provided from other sources, since the capital assets
themselves cannot be used to liquidate these liabilities.

District’s Net Assets

Governmental Governmental

Activities Activities

2006-2007 2005-2006
Current and Other Assets $ 9,133,774 $ 6,601,143
(Capital Assets, Net 7,572,489 7,417,088

' Total Assets 16,706,263 14,018,231
Current Liabilities Outstanding 6,323,925 3,669,337
Other Liabilities 2,544,550 2,717,194
Total Liabilities 3,868,475 7,271,784
Net Assets:

Invested in Capital Assets, Net of Related Debt 5,504,833 5,111,482
Restricted 259,575 17,352
Unrestricted 2,073,380 2,502,866

Total Net Assets $ 7,837,788 $ 7,631,700

An additional portion of the District’s net assets (3.3%) represents resources that are subject to
external restrictions on how they may be used. The remaining balance of unrestricted net assets

(26.5% or $2,073,380) may be used to meet the govemment’s ongoing obligations to its
PIOgrams.

At the end of the current fiscal year, the District was able to report positive balances in the two
categories of net assets, both for the government as a whole, as well as for its separate
governmental-type activities.



The government’s net assets increased by $206,088 during the current fiscal year.

District Changes in Net Assets

(zovernmental A ctivities

Revenue 2006-2007 2005-2006
General Revenue:
Property Taxes $ 3,417,657 $ 3,117,304
State School Aid 19,442,996 19,438,391
Grants & contributions-not Restricted to Specific Programs 2,032,933 2,112,162
Other 178,664 127,783
Total Revenue 25,072,250 24,795,640
Expenses:
Instruction 15,190,257 15,616,938
Support Services 8,973,230 9,557,835
Food Service 11,864 44768
Athletics 276,791 286,509
Community Service (55,457) (23,808
Depreciation- Unallocated 400,510 345,701
Interest on Long-Term Debt 68,967 74382
Total Expenses 24,866,162 25,902,325
Increase in Net Assets 206,088 {1,106,685)
Net Assets, Beginning of Fiscal Year 7,631,700 8,738,385
Net Assets, End of Fiscal Year $ 7,837,788 $ 7,631,760

Governmental Activities

Net assets increased approximately $206,088. Some key elements of this increase are as follows:

rr Long term debt and capital outlay payments were an expense in the Fund Level reports

but not in the Governmental Wide Financial statements.



Financial Analysis of the Government’s Funds

As noted earlier, the District uses fund accounting to ensure and demonstrate compliance with
finance related legal requirements.

Governmental Funds: The focus of the District’s governmental funds is to provide information
on near-term inflows, outflows, and balances of spendable resources. Such information is useful
in assessing the District’s financing requirements. In particular, unreserved fund balance may
serve as a useful measure of a government’s net resources available for spending at the end of
the fiscal year.

As of the end of the current fiscal year, the District’s governmental funds reperted combined
ending fund balances of $3,126,142 a decrease of $75,417 in comparison with the prior year.
Approximately 75.0% of this total amount {2.345 million) constitutes unreserved fund balance,
which is available for spending at the government’s discretion. The remainder of fund balance is
reserved to indicate that is not available for new spending because the underlying assets are

included in inventory and prepaid items or reserved for debt retirement, and is not available for
current expenditure.

The General Fund is the chief operating fund of the District. At the end of the current fiscal year,
unreserved fund balance of the general fund was $1,887,800 while total fund balance was

$2.619.051. As a measure of the General Pund’s liquidity, it may be useful to compare bothr

unreserved fund balance and total fund balance to total fund expenditures. Unreserved fund

balance and total fund balance each represent approximately 6.6 % and 5.1 % of total General

Fund expenditures.

The fund balance of the District’s General Fund decreased by $11,075 during the current fiscal
year due to a planned use of fund balance.

The Capital Projects fund incurred approximately $165,789 in improvement projects during the
year. An operating transfer was made of $93,936, leaving a fund balance of $241,075.

General Fund Budgetary Highlights

Differences between the original and final amended budgets allows for a worse case scenaric.
Once additional information was known, including pupil counts and the foundation allowance
amount for 2006-2007, subsequent budget arnendrments recognized a decrease in revenues, along
with a corresponding decrease in planned expenditures to various District programs.



Capital Asset and Debt Administration

Capital Assefs

The District’s investment in capital assets for its governmental activities as of June 30, 2007,
amounted to $7,572,489 (net of accumulated depreciation). This investment in capital assets
inciudes land, buildings, vehicles, and equipment. The total increase in the District’s investment
in capital assets for the current fiscal year was 2.1% (all in governmental activities).

Major capital asset events during the current fiscal year included the following:

o Approximately $368,500 for building improvement projects, such as roof replacement,
facilities improvernents, and other miscellaneous projects.

u  Approximately $246,000 for 4 new buses.

District’s Capital Assets

{(Net of Depreciation)
2007 2006
Land and land improvements 3 1,145,527 § 1,096,125
Building_s 5,059,256 4,943,723
Vehicles | 828,077 745,236
Equipment 539,629 632,004
Total Capital Assets $ 7,572,489 $ 7,417,088

Additional information on the District’s capital assets can be found in Note II1-C of the Notes to
this report.

Long-Term Debt

At the end of the cument fiscal vyear, the District had total bonded debt outstanding of
$1,634,127. Additionally, the District has capital leases payable outstanding at June 30, 2007, of
$582,656. Voluntary retirement incentive, severance pay, and sick leave payable amounts to
$785,218 at June 30, 2007.

Additional information in the District’s long-term debt can be found in Note III-F of the Notes to
this report.



Factors Bearing on the Distriet’s Future

The following factors were considered in preparing the District’s budget for the 2007-2008 fiscal
year:

o Noincrease in the foundation allowance (estimated at $7,000).

o Cauts in certain budget areas remain in place in anticipation of a continuation of the
financial pinch in 2007-2008.

Requests for Information

This financial report is designed to provide a general overview of the District’s finances for all
those with an interest in the government’s finances. Questions concerning any of the information
provided in this report or requests for additional financial information should be addressed to the
Superintendent, 4000 Van Horn Road, Jackson, Michigan 49201.
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BASIC FINANCIAL STATEMENTS



GOVERNMENT—WIDE FINANCIAL STATEMENTS



NORTHWEST SCHOOL DISTRICT
Statement of Net Assets

Fune 30, 2007

Assets

Current assets:

_ Cash and cash equivalents
Investments
Accounts receivable
Due from other governmental units
Prepaid items and other assets

Total current assets

Noncurrent assets:
Capital assets not being depreciated
Capital assets being depreciated
Less accumulated depreciation
Total noncurrent assets

Total assets

Liabilities

Carrent liabilities:
Accounts payable and accrued liabilities
Salaries payable
Due to other governments
Unearned revenue
Current portion of long-term obligations
Current portion of accrued severance and sick leave payable

Total current liabilities

Noncurrent liabilities
Noncurrent portion of long-term obligations
Noncurrent portion of accrued severance and sick Jeave payable
Total noncurrent liabilities

Total ljabilities

Net assets
Invested in capital assets, net of related debt
Restricted for:
Debt service
Capital projects
Unrestricted

Total net assets

The accompanying notes are an integral part of these financial staternents.
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Governmental
Activities

162,060
4,335,960
102,648
3,770,939
762,167

9,133,774

706,771
18,196,532
(11,330,820)

7,572,489

16,706,263

2,981,276
2,785,860
71,469
27,869
399,599
57,852

6,323,925 .

1,817,184
727,366

2,544,550

8,868,475

5,504,833

18,500
241,013
2,073,380

7,837,783




NORTHWEST SCHOOL DISTRICT
Statement of Activities
For the Year Ended June 30, 2007

Program Revenues
Operating Capital
Charges Grants and Grants and  Net (Expense)
Functions / Programs Expenses  for Services Contributions Contributions Revenue
Governmental activities:

Instruction: -
Basic programs $13,010.233 § -3 - 3 - §(13,010,233)
Added needs:

Special education 3,101,609 - 1,340,718 - (1,760,8%1)
Community enrichment 53,708 - - - {53,708)
Total instruction : 17,623,227 - 2,429,782 3,188 (15,196,257}
Support services:
Pupil 1,079,749 - - - {1,079,74%9)
Instructional services 519,414 - 1,367 - (518,047)
General administration 1,059,879 - - - (1,059,879)
Schooe! administration : 1,988,676 - - - (1,988,676}
Business . 222,019 - - - {222,019)
Maintenance 2,281,881 - - - (2,281,881}
Transportation : 1,822,979 - - - (1,822,979
Total support services 8,074,597 - 1,367 - {8,873,230)

Athletics 418,450 141,659 - - (276,791}

Beokstore 618 675 - - 37

Child care activities 358,709 408,044 6,065 - 55,400

Food service 1,146,973 585,748 549,361 - (11,864)

Depreciation - unatiocated _ 400,510 - - - (400,510}

Interest on lomg-term debt . 68,967 - - - {68,967)

Total governmental activities $28992,051 § 1,136,126 § 2986575 § 3,188 & (24,866,162)

The accompanying notes are an integral part of these financial statements.
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NORTHWEST SCHOOL DISTRICT
Statement of Activities (concinded)
For the Year Ended June 30, 2007

Changes in net assefs
Net (expense) revenue

General revennes:

Property taxes

State school aid

Grants and contributions not
restricted to specific programs

Unrestricted investment earnings
Total general revenues
Change in net assets

Net assets, beginning of year, as restated

Net assets, end of year

The accornpanying notes are an integral part of these financial statements.
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Governmental
Activities

$ (24,866,162)

3,417,657
19,442,996

2,032,933
178,664

25,072,250

206,088

7,631,700

$ 7,837,788




FUND FINANCIAL STATEMENTS



NORTHWEST SCHOOL DISTRICY
Balance Sheet
Governmental Funds

ASSETS
. Assets
Cash and cash equivalents
Investmenis

Delinquent taxes receivable
Accounts receivable

Due from other govermmental units
Inventories

Prepaids

TOTAL ASSETS

LIABILITIES AND FUND BALANCES

Liabilities
Accounts payable
Salaries payable
Due to other governmental units
Property taxes payable
Severance pay, sick leave and
refirement incentive payable
Deferred revenue
Notes payable
Total liabilities

Fund Balances
Reserved for inventories and prepaid items
Reserved for debt service
Unreserved, undesignated, reported in:
General fund
Special revenue fands
Capital projects fund
Total fund balances

TOTAL LIABILITIES
AND FUND BALANCES

June 30, 2007

Other Total
General Capital Governmental . Governmental

Fund Projects Funds Funds
$ 22,822 § 114,988 § 24250 % | 162,060
3,984,769 126,087 225,104 4,335,560
101,654 - - 101,654
894 - - 994
3,621,812 - 149,127 3,770,939
147,642 - 30,816 178,558
583,608 - - 583,609
$ 8463302 § 241075 § 429,397 § 5,133,774
$ 122,084 § - 8 - 3 122,084
2,785,860 - - - 2,785,860
71,469 - - 71,469
354,498 - - 354,498
86,725 - - 96,725
13,615 - 163,381 176,996
2,400,000 - - 2,400,000
5,844,251 - 163,381 6,007,632
731,251 - 30,916 762,167
- - 18,500 18,500
1,887,800 - - 1,887,800
- - 216,600 216,600
- 241,075 - 241,075
2,619,051 241,075 266,016 3,126,142
$ 8463302 § 241075 § 420397 § 9,133,774

The accompanying notes are an integral part of these financial statements.
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NORTHWEST SCHOOL DISTRICT

Reconciliation of Fund Balances on the Balance Sheet
for Governmental Funds to Net Assets of
Governmental Activities on the Staterment of Net Assets
June 30, 2007

Fund halances - total governmental finds

Amounts reported for governmental activities in the statement of net assets are different because:

Capital assets nsed in governmental activities are not financial resources and therefore are not
reported in the funds.

Add: capital assets
Deduct: accumulated depreciation

Because the focus of governmental funds is on short-term financing, some assets will not be available
to pay for current-period expenditures. Those assets {such as cortain receivables) are offset by deferred
revermes in the governmental funds, and thus are not included in fund balance.

Add: deferred long-term Durant Settlement receivable

Certain liabilities, such as bonds payable, are not due and payable in the current period and therefore
are not reported in the funds. '

Deduct: boads payable
* Deduct: capital leases payable
Deduct: accrued interest on bonds payable
Deduct: compensated absences, retirement incentives, and severance pay

Net assets of governmental activities

The accompanying notes are an integral part of these financial statements.
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3,126,142

18,903,309
{11,330,820)

148,127

(1,634,127)
(582,656)
(7,969)
(785,218)

7,837,788




NORTHWEST SCHOOL DISTRICT

Statement of Revenues, Expenditures and
Changes in Fund Balance
Governmental Funds
For the Year Ended June 30, 20607

Other Total
General Capital Governmental Governmental
Fund Projects Funds Funds
Revenues
Local sources:
Property taxes $ 3,417,657 & - 3 - 8 3,417,657
Other local sources 2,150,590 12,314 987,366 3,150,270
- State sources 21,417,248 - 172,087 21,589,335
Federal sources 556,889 - 499 434 1,056,323
Total revenues . 27,542,384 12,314 1,658,887 - 29.213,585
Expenditures
Instruction:
Basic programs 13,079,138 - - 13,079,138
Added needs:
Special education 3,101,609 - - 3,101,609
Other added needs 1,229,937 - - 1,229,937
Alternative education 227,746 - - 227,740
Community enrichment 53,708 - - 53,708
Total instruction _ 17,692,132 - - 17,692,132
Support services:

- Papil 1,079,749 - - 1,079,749
Tnstructional services 527,364 - . 527,364
General administration 1,059,879 - - 1,059,879
Schootl administration 1,988,676 - - 1,988,676
Business 222019 - - 222,019
Maintenance 2,617,245 - - 2,617,245
Transportation _ 1,905,820 - - 1,905,820

Total support services 9,400,752 - - 9,400,752
Athletics - - 403,059 403,059
Bookstore - - 618 618
Child care activities - - 358,255 358,255
Food service o - - 1,145,387 1,145,387
Debt service 453319 55,233 308 508,361
Capital outlay and maintenance - 110,556 36,631 147,187

Total expenditures 27,546,203 165,789 1,944 259 29,656,251

Revenues ander expenditures (3,819) {153,475) {285,372} (442 ,666)

Other financing sources (uses)
Proceeds from capital lease 367,249 - - 367,249
Transfers in - 93,936 280,569 374,505
Transfers out {374,505) - - {374,505)
Total other financing sources {uses) (7,256) 93,936 280,569 367,249
Net change in fund balances (11,075) (59,5393 (4,803) (75417}
Fund balances, beginning of year 2,630,126 300,614 270,819 3,201,559
Fund balances, end of year $ 2,619,051 § 241075 § 266,016 § 3,126,142

The accompanying notes are an integral part of these financial statements.

-16-



NORTHWEST SCHOOL DISTRICT

Reconciliation of the Statement of Revenues, Expenditures
and Change in Fund Balances of Governmental Funds
to the Statement of Activities
For the Year Ended June 30, 2007

Net change in fund balances - total governmental funds $ (75417)

Arnounts reported for governmental activiies in the statement of activities are different
because:

Governmental funds report capital outlays as expenditures. However, in the statement of

activities, the cost of those assets is allocated over their estimated useful lives and reported

ag depreciation expense.
Add: capital cutlay 719,154
Deduct: depreciation expense. (563,753)

Revenues in the staternent of activities that do not provide current financial resources are
not reported as revenues in the funds, but rather are deferred to the following fiscal year.

Subtract: payments received on long-term Durant Settiement receivable (15,446)

Bond 2nd capital lease proceeds provide current financial resources to governmental funds
in the period issued, but issuing bonds or obtaining financing through capital leases
increases long-term liabilities in the statement of net assets. Repayment of bond principal
or other fong-term debt is an expenditure in the governmental funds, but the repayment.
reduces long-term liabilities in the statement of net assets.

Deduct: capital lease proceeds (367,245}
Add: prineipal payments on bonds : 180,446
Add: payments on other long-term liabilities 315,646

Some expenses reported in the statement of activities do not require the use of current
financial resources and therefore are not reported as expenditures in the funds.

Add: decrease in accrued interest payable on bonds 6,453
Add: decrease in compensated absences payable 6,254
Change in net assets of governmental activities 3 206,088

The accompanying notes are an integral part of these financial statements.
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NORTHWEST SCHOOL DISTRICT
Statement of Revenues, Expenditures and
Changes in Fund Balance - Budget and Actual
General Fund
For the Year Ended June 30, 2007

Actual
Budget Amounts Over (Under)
Original Final Actual Final Budget
Revennes
Local sources: _
Property taxes . $3,541,850 § 3,460,697 $§ 3,417,657 § {43,040)
Other local sources 2,113,189 2,141,833 - 2,150,590 8,757
State sources 22,094,862 21,412,549 21,417,248 4,699
Federal sources 661,476 656,557 556,889 {99,668}
Total revenues 28,411,377 27,671,636 27,542,384 (129,252)
Expenditures
Instruction:
Basic programs 14,636,785 13,258,923 13,079,138 {179,785}
Added needs:
Special education 2,527,993 3,165,612 3,101,609 {64,003}
Other added needs 1,007,661 1,261,452 1,229,937 (31,515}
Alternative education : - 255,612 227,740 (27,872)
Community enrichment 7,011 61,952 53,708 {8,244
Totatl instruction 18,179,450 18,003,551 17,692,132 {(31141%)
Support services: .
Pupil . 1,276,894 1,184,659 - 1,079,749 {104,210}
Instructional services 638,028 - 5477985 527,364 {20,421)
General administration 1,092,447 1,157,404 1,059,879 (97,525}
School administration, 1,882,863 2,014,245 1,088,676 (25,569)
Business 192,843 235,150 222,019 (13,131}
Maintenance 2,603,704 2,731,455 2,617,243 (114,210}
Transportation 2,246,925 2,017,281 1,905,820 (111,461)
Total support services 2,933,704 9,387,979 9,400,752 {487,227
Debt service 460,530 453,319 453319 -
Total expenditures 28,573,684 28,344 849 27,546,203 {798,646)
Revenues over {under) expenditures (162,307} {673,213) (3,819) 669,304
Other financing sources (uses)
Proceeds from sale of leases - 246,086 367,249 121,163
Transfers out (374,505) {374,505) (374,505) -
{374,505) {128 419} (7,256} 121,163
Net change in fund balance (536,812) (801,632) {11,075 790,557
Fund balance, beginning of year 2,630,126 2,630,126 2,630,126 -
Fund balance, end of vear $2093314 $ 1828494 § 2,619,051 § 790,557

The accompanying notes are an integral part of these financial statements.
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NORTHWEST SCHOOL DISTRICT
Statement of Fiduciary Net Assets

June 30, 2007
Agency
Fund
Assets :
Cash and cash equivalents $ 239,817
Liabilities
Due to student groups 3 239,817

The accompanying notes are an integral part of these financial statements.
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NORTHWEST SCHOOL DISTRICT

Notes to the Financial Statements

I.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

AQ

Reporting entity

Northwest School District (the “District”) has followed the guidelines of the Governmental
Accounting Standards Board’s Statement No. 14 and has determined that no entities should
be consolidated into its basic financial statements as component units. Therefore, the
reporting entity consists of the primary government financial statements only. The criteria

~ for including a component unit include significant operational or financial relationships with

the District.

Government-wide and fund financial statements

The government-wide financial statements (i.¢., the statement of net assets and the statement
of activities) report information on all of the non-fiduciary activities of the primary
government. For the most part, the effect of interfund activity has been removed from these
statements. Govermmental activities, which normally are supported by taxes and
intergovernmental revenues, are reported separately from business-fype activities, which rely
to a significant extent on fees and charges for suppert. The District had no business-type
activities during the year ended 2007.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues. Direct expenses are those that are
clearly identifiable with a specific function or segment. Program revenues include 1)
charges to customers or applicants who purchase, use, or directly benefit from goods,
services, or privileges provided by a given function or segment and 2) grants and
contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Taxes and other items not properly included among program
revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds and fiduciary funds, even
though the latter are excluded from the government-wide financial statements. Major
individual governmental funds are reported as separate columns in the fund financial
statements.

Measurement focus, basis of accounting, and financial statement presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting as are the {iduciary fund financial
statements, except for the agency fund, which does not have a measurement focus. Revennes
are recorded when earned and expenses are recorded when a liability is incurred, regardiess
of the timing of related cash flows. Property taxes are recognized as revenues in the year for
which they are levied. Grants and similar items are recognized as revenue as soon as all
eligibility requirements imposed by the provider have been met.
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NORTHWEST SCHOOL DISTRICT

Notes to the Financial Statements

Govemnmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized
as soon as they are both measurable and available. Revenues are considered to be available
when they are collectible within the current period or soon enough thereafter to pay
liabilities of the current period. For this purpose, the govermnment considers revenues o be
available if they are collected within 60 days of the end of the current fiscal period.
Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when payment is due.

Property taxes and interest associated with the current fiscal period are all considered to be
susceptible to accrual and so have been recognized as revenues of the current fiscal period.
All other revenue items are considered to be measurable and available only when cash is
received by the government.

The District reports the following major govermmental funds:
The general fund is the government’s primary operating fund. It accounts for all financial

resources of the general government, except those required to be accounted for in another
fund. ' e

The capital projects fund accounts for the acquisition of capital assets or construction of
major capital projects, which are primarily funded by transfers from other funds.

Additionally, the District reports the following fund types:

The child-care fund accounts for the community based child care programs sponsored by
the District.

The bookstore fund accounts for the revenues and expenditures of the school store
operation.

The food service fund accounts for the activities of the food service operation at the
various cafeteria locations. The District charges users primarily for the direct costs of this
program, which is subsidized by state and federal grants.

The athletic fund accounts for the various athletic programs offered by the District.

The debt service funds are used to account for the accumulation of resources for, and the
payment of, general long-term debt principal, interest, and related costs.

The agency fund accounts for assets held for other groups and organizations and is
custodial in nature.

Private-sector standards of accounting and financial reporting issued prior to December 1,
1989, generally are followed in the government-wide financial staternents to the extent that
those standards do not conflict with or contradict guidance of the Governmental Accounting
Standards Board.
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NORTHWEST SCHOOL DISTRICT

Notes to the Financial Statements

When both restricted and unrestricted resources are available for use, it is the government’s
policy to use restricted resources first, then unrestricted resources as they are needed.

Amounts reported as program revenues include 1) charges to customers or applicants for
goods, services, or privileges provided, 2) operating grants and contributions, and 3) capifal
grants and contributions. Internally dedicated resources are reported as gemeral revenues
rather than as program revenues. Likewise, general revenues include all taxes.

The effect of interfund activity has been eliminated from the government-wide financial
statements.

Assets, labilifies and net assets or equity

L

Deposiis and investments

The District’s cash and cash equivalents are considered to be cash on hand, demand
deposits and short-term investments with original maturities of three months or less from
the date of acquisition.

Investments are reported at fair value.

Receivables and payables

Activity between funds that are representative’ of lending/borrowing arrangements
outstanding at the end of the fiscal year are referred to as either “due toffrom other
funds” (i.e., the current portion of interfund loans} or “advances to/from other funds”
(i.e., the non-current portion of interfund loans).

Inventory

Inventory is valued at the lower of cost {first-in, first-out) or market. Inventory in the
General Fund and Food Service Fund consists of expendable supplies held for
consumption. The cost is recorded as an expenditure when consumed rather than when
purchased. Reported inventories are equally offset by a fund balance reserve which
indicates that they do not constitute “available spendable resources™ even though they
are a corpponent of net current assets,

Capital assets

Capital assets, which include property and equipment, are reported in the governmental
activities column in the government-wide financial statements. Capital assets are defined
by the government as assets with an initial, individual cost of more than $5,000 and an
estimated useful life in excess of two years. Such assets are recorded at historical cost or
estimated historical cost if purchased or constructed. Donated capital assets are recorded
at estimated fair value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or
materially extend assets lives are not capitalized.
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NORTHWEST SCHOOL DISTRICT

Notes to the Financial Statements

6.

Major outlays for capital assets and improvements are capitalized as projects are
constructed. Capital assets of the primary government are depreciated using the straight
line method over the following estimated useful lives:

Assets Years

Buildings _ 50

Vehicles 8

Equipment 3
Compensated absences

Employees are compensated for nnused sick days; accordingly, a liability is recorded at
fiscal year end for such unused time.

Long-term obligations

In the government-wide financial statements, long-term obligations are reported as
liabilities in the governmental activities statement of net assets. Where applicable,
bond premiums and discounts, as well as issuance costs, are deferred and amortized
over the life of the bonds using the effective interest method.

In the fund financial statements, govermmental fund types recognize bond premiums
and discounts, as well as bond issuance costs, during the current period. The face
amount of debt issued is reported as other financing sources. Premiums received-on
debt issuances are reporied as other financing sources while discounts on debt issuances
are reported as other financing uses. Issuance costs, whether or not withheld from the
actual debt proceeds received, are reported as debt service expenditures.

Fund equity

In the fund financial statements, governimental funds report reservations of fund balance
for amounts that are not available for appropriation or are legally restricted by outside
parties for use for a specific purpose. Designations of fund balance represent tentative
management plans that are subject to change.

II. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A.

Budgetary information

Annual budgets are adopted on a basis consistent with generally accepted accounting

principles for the general and special revepue funds. All annual appropriations lapse at fiscal
year end.

The General and Special Revenue funds are under formal budgetary control. Budgets shown
in the financial statements are adopted on a basis consistent with generally accepted
accounting principles (GAAP), and are not significantly different from the modified accrual
basis used to reflect actual results, and consist only of those amounts contained in the formal
budget as originally adopied or as amended by the Board of Education. The budgets for the
General and Special Revenue Funds are adopted on a functional basis.
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NORTHWEST SCHOOL DISTRICT

Notes to the Financial Statements

1. DETAILED NOTES ON ALL FUNDS
A. Deposits and investments
Statutory Authority

A reconciliation of cash and investments as shown on the Statement of Net Assets and
Statement of Fiduciary Net Asset follows:

Statement of Net Assets:

Cash and cash equivalents ' $ 162,060
Investrnents 4,335,960
4,498,020
Statement of Fiduciary Net Assets:

Agency Pund:
Cash and cash equivalents 239,817
$ 4,737,837
Bank deposits $ 23,098
Cash on hand 7,200
Investments in securities, mntual funds, and similar vehicles 4,707,539
$ 4,737,837

State statutes authorize the District to invest in:

a) DBonds, securities, other obligations and repurchase agreements of the United States,
or an agency or instrumentality of the United States.

by Certificates of deposit, savings accounts, deposit accounts or depository receipts of a
qualified financial institution.

¢) Commercial paper rated at the time of purchase within the two highest classifications
established by not less than two standard rating services and that matures not more
than 270 days after the date of purchase.

d) Bankers acceptances of United States banks.

e) Obligations of the State of Michigan and its political subdivisions that, at the time of
purchase are rated as investment grade by at least one standard rating service.

f)  Mutval funds registered under the Investment Company Act of 1940 with the
authority to purchase only investment vehicles that are legal for direct investment by
a public corporation.

g) External investment pools as authorized by Public Act 20 as amended through
12/31/91.
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NORTHWEST SCHOOL DISTRICT

Notes to the Financial Statements

The District’s investment policy allows for all of these types of investments.

The District chooses to disclose its investments by specifically identifying each. As of year
end, the District had the following investments.

Deposit/Investment Maturity Fair Value Rating
Comerica School/Cash Investimnent Fund  nfa $ 4,691,900 Not rated
Michigan Liguid Asset Fund . a2 15,639 S&P - AAAmM

$ 4.707,539

Investment and deposit risk

Interest Rate Risk. State law limits the allowable investments and the maturities of some of the
allowable investments as identified in the list of authorized investments above. The District’s
investroent policy does not have specific limits in excess of state law on investment maturitics
as a means of managing its exposure to fair value losses anising from increasing interest rates.

Credit Risk. State law limits investments to specific government securities, certificates of
deposits and bank accounts with qualified financial institutions, cornmercial paper with specific
maximum maturities and ratings when purchased, bankers acceptances of specific financial
institutions, qualified mutual funds and qualified external investroent pools as identified in the
list of authorized investments above. The District’s investment policy does not have specific
limits in excess of state law on investment credit risk. The ratings for each imvestment are
identified above for investments held at year end.

Custodial Credit Risk — Deposits. Custodial credit risk is the risk that in the event of a bank
failure, the District's deposits may not be returned. State law does not require and the District
does not have a policy for deposit custodial credit risk. As of year end, the District’s bank
balances totaling $23,098 were FDIC insured.

Custodial Credir Risk — Investments. For an investment, custodial credit risk is the risk that, n
the event of the failure of the counterparty, the District will not be able to recover the value of
its investments or collateral securities that are in the possession of an outside party. State law
does not require and the District does not have a policy for investment custodial credit risk.

The investments listed above are not subject to custodial credit risk.

Concentration of Credit Risk. State law limits allowable nvestments but does not limit
concentration of credit risk as identified in the list of authorized investments above. The
District’s investment policy does not have specific limits in excess of state law on concentration
of credit risk. All investments held at year end are reported above.
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NORTHWEST SCHOOL DISTRICT

Notes to the Financial Statements

B. Receivables

Receivables in the governmental activities are 97% due from other governments and 3%
other receivables and delinquent taxes receivable.

C. Capital assets

Capital asset activity for the year ended June 30, 2007 was as follows:

Beginning Ending
Balance Increases Decreases Balance
Governmental activities
Capital assets not being
depreciated
Land $ 706,777 $ - 3 - % 06,177
Construction in progress _ 385,348 - 389,348 -
Total capital assets
not being depreciated 1,096,125 - 389,348 706,777
Capital assets being
depreciated
Land Improvements - 466,755 - 466,755
Buildings and improvements 12,609,985 364,757 - 12,974,742
Vehicles 2,397,367 246,084 9,246 2,634,205
Equipment 2,089,924 30,906 - 2,120,830
Total capital assets being
depreciated 17,097,276 1,108,562 9,246 18,196,532
Less accumuiated depreciation for:
Land Improvements - 28,005 - 28,005
Buildings and improvements 7,666,262 249,224 - 7,915,486
Vehicles 1,652,131 163,243 0,246 1,806,128
Equipment 1,457,920 123,281 - 1,581,201
Total accumulated depreciation 10,776,313 563,753 9,246 11,330,820
Total capital asseis being
depreciated, net 6,320,963 544,749 - 5,865,712
Governmental activities
capital assets, net $§ 7417088 § 544,749 3 389348 § 7,572,489
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NORTHWEST SCHOOL DISTRICT

Notes to the Financial Statements

Depreciation expense was charged to functions/programs of the primary govemnment as
follows:

Governmental activities:
Support Services:

Transportation $ 163243
Depreciation - unallocated 400,510
Total depreciation expense — governmental activities $ 563753

D. Payables
Accounts and accrued liabilities (all govermmental activities) are 14% owed to other
governmental units, 4% owed to vendors, 79% owed as a short-term note, and 3% owed to
others.

E. Interfund receivables, payables and transfers

At Fune 30, 2007, interfund transfers consisted of the following:

Transfers ouf Transfers in

General Fund $ 374505 $ -
Capital Projects Pund - 83,936
Nonmajor governmental funds - 280,569

$ 374505 3 _374.505

The District often reports interfund balances between many of its funds. These interfund
balances result primarily from the time lag between the dates that (1) interfund goods and
services are provided or reimbursable expenditures cccur, (2) transactions are recorded in the
accounting system, and (3) payments between funds are made. At June 30, 2007, there wetre
no interfund balances.

Transfers are used to: {1) move revenues from the fund that is required to collect them to the
fund that is required or allowed to expend them; (2) move receipts restricted to or allowed
for debt service from the funds collecting the receipts to the debt service fund as debt service
payments become due; and (3) use unrestricted revenues collected in the general fund to
finance various programs accounted for in other funds in accordance with budgetary
authorizations.
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NORTHWEST SCHOOL DISTRICT

Notes to the Financial Statements

F.

Long-term debt

Due
Beginning Ending Within Oue
Batance Increases Decreases Balance Year
Bonds payable $ 1,214,573 % - $ 180,446 § 1,634,127 § 175000
Capital leases payable 491,033 367,249 275,626 582,656 224,599
Voluntary retirement
incentive payable 45,187 - 16,270 28,917 12,852
Severance pay payable 326,100 - 23,750 302,350 40,000
Sick leave payable 460,205 - 6,254 453,951 3,000
$ 3,137,008 § 367,249 $ 502346 $ 3,002,000 $ 457451
Long-term debt of the District consists of the following:
Bonds payable consist of the following issues:
$278,720, 1998 Durant funding general obligation bonds payable in
annual instaliments through May 2013; interest at 4.76%
$ 149,127
$1,350,000, 2003 Energy Conservation general obligation bonds
payable in annual installments through May 1, 2013, interest from 2 875,000
t0 3%
$730,000, 2003 School Improvemment general obligation bonds
payable in annual installments through May 1, 2018; interest from 3 __ 610,000
to 4.7% '
$1,634.127

Capital lease obligations consist of 12 leases for school busses, computer equipment,
portable buildings, and other equipment, with annual installments through 2012.

The Voluntary Retirement Incentive Payable includes payments under a plan made to
fourteen (14} teachers who are taking early retirement incentive payments over five years,
with payments which began September 1, 1994 and will end September 1, 2610

Severance pay is generally vested after 15 years of service and is accumulative. Upon
retirement, the employee will be paid a severance based on length of service at varying
rates depending on employee classification.

Sick pay is vested and accumulative. Upon retirement, the employee will be paid their
unuged sick days at the rate of $25 per day.

The voluntary retirement incentive payable, severance pay and sick pay are generally

liquidated by the general fund.
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NORTHWEST SCHOOL DISTRICT

Notes to the Financial Statements

incentive are as follows:

Voluntary

Bonds Capital Jeases Retirement Incentive

Years Ending _ Principal Interest Principal Interest Principal Interest

2008 175,000 47,538 224,599 29,091 12,852 -

2009 195,512 47,648 186,948 16,902 11,246 -

2010 211,249 42,590 105,652 7,185 4,819

2011 217,023 36,442 58,730 2,566 - -

2012 222,833 28,681 6,427 - - -
20132017 542,510 111,827
- 2018 70,000 3,290

$ 1,634,127 $ 319,016 3 582,656 §55744 § 28,917 -

OTHER INFORMATION
A.

The District has & short-term state aid note of $2,400,000 included as a Hability in the
general fund as of June 30, 2007. The note carries an interest rate of 3.68% and is due

August 20, 2007. A summary of shori-term note activity follows:

Short-term notes payable

Risk management

The District is exposed to various risks of loss related to property loss, torts, errors and
omissions, employee injuries (workers’ compensation), as well as medical benefits provided to
employees. The District has purchased commercial insurance for general liability, property and
casualty claims. Seitled claims relating to the commmercial insurance have not exceeded the

Beginning

Balance

$ -

Additions

£2.400,000

Ending

Balance

$2.400.000

amount of insurance coverage in any of the past three fiscal years.

The shared-risk pool program in which the District participates operates as a common. risk-
sharing management program for school districts in Michigan; member premiums are used to
purchase commercial excess insurance coverage and {o pay member claims in excess of

deductible amounts.

Property taxes

Property taxes are assessed as of December 31, and attach as an enforceable lien on property
as of December 1 of the following year. Taxes are levied on Tuly 1 by seven Township
governments whose boundaries include property within the District and are due on
September 15. Delinquent real taxes are advanced to the District by the Revolving Tax

Funds of the counties involved.
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NORTHWEST SCHOOL DISTRICT

Notes to the Financial Statements

C. Defined benefit pension plan

Plan Description

The District contributes to the Michigan Public School Employees Retirement System
{MPSERS), a cost-sharing multiple-employer defined benefit pension plan administered by
the State of Michigan Department of Management and Budget, Office of Retirement
Systems. MPSERS provides retirement, survivor and disability benefits, and death benefits
to plan members and beneficiaries. Benefit provisions are established and must be amended
by state statute.

The Office of Retirement Systems issues a publicly available financial report that includes
financial statements and required supplementary information for MPSERS. That report may
be obtained by writing to Michigan Public School Employees Retirement System, 7130
Harris Drive, P.O. Box 30171, Lansing, Michigan, 48909 or by calling 1-800-381-5111.

Funding Policy

Member Investment Plan (MIP) members enrolled in MIP prior to January 1, 19950
contribute at a permanently fixed rate of 3.9% of gross wages. Members first hired
Tanuary 1, 1990 or later contribute at the following graduated permanently fixed confribution
rate: 3% of the first $5,000; 3.6% of $5,001 through $15.000; 4.3% of all wages over
$15,000. Basic Plan members make no contributions. The District is required o contribute
the full actuaria! funding contribution amount to fund pension benefits, plus an additional
amount to fund retiree health care benefits on a cash disbursement basis.

The current rate is 17.74% of annual covered payroll. The contribution requirerents of plan
members and the District are established by Michigan State statute and may be amended
only by action of the State Legislature. The District’s contributions to MPSERS for the years
ended June 30, 2007, 2006 and 2005 were 3$2.705,966, $2,730,586 and $2,285,818,
respectively, equal to the required contributions for each year.

Other Postemployment Benefits

Retirees have the option of health coverage which is funded on a cash disbursement basis by
the employers. The State of Michigan has contracted to provide the comprehensive group
medical, hearing, dental and vision coverages for retirees and beneficiaries. All bealth care
benefits are on a self-funded basis. A significant portion of the premium is paid by MPSERS
with the balance deducted from the monthly pension.

Pension recipients are eligible for fully paid Master Health Plan coverage and 90% paid
Dental Plan, Vision Plan and Hearing Plan coverage with the following exceptions:

1. Retirees not yet eligible for Medicare coverage pay ap amount equal to the Medicare
Part B premiums.

2. Retirees with less than 30 years of service, who terminate employment after

October 31, 1980 with the vested deferred benefits, are eligible for partially employer
paid health benefit coverage (no payment if less than 21 years of service).

L O
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NORTHWEST SCHOOL DISTRICT
Combining Balance Sheet

ASSETS
Assets .
Cash and cash equivalents
Investments

Due from other governmental units
Inventories

TOTAL ASSETS

LIABILITIES AND FUND BALANCES

Liabilities
Deferred revenue
Total liabilities

Fund balances
Reserved for inventonies
Reserved for debt service
Unreserved and undesignated
Total furd balances

TOTAL LIABILITIES
AND FUND BALANCES

Nonmajor Governmental Funds
June 30, 2007

Total
Special Revenue Debt Service Nonmajor
Child Book- Food 1990 Durant Governmental
Care Store Service Athletic Debt Debt Funds
3 150 3§ - 8 1,000 § 4600 § 18500 % - 3 24,250
82,439 5,749 54,324 42,592 - - 225,104
- - - - - 149,127 149,127
- - 30,916 - - - 30,916
$ 22589 $ 4,749 § 116240 § 57,192 § 18500 § 149,127 § 429,397
§ 14254 § -5 -8 - 3 . 0§ 143,127 § 163,381
14,254 - - - - 145,127 163,381
- - 30,916 - - - 30,916
- ~ - - 18,500 - 18,500
68,335 5,749 85,324 57,192 - - 216,600
68,335 5,749 116,240 57,192 18,500 - 266,016
% 82589 § 5749 § 116240 $ 57,192 3 18500 % 149,127 § 429,397
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NORTHWEST SCHOOL DISTRICT
Combining Statement of Revenues, Expenditures and
Changes in Fund Balance
Nonmajor Governmental Funds
For the Year Ended June 30, 2007

Total
Special Revenue Debt Service Nonmajor
Child Book- Food 1950 Durant Governmental
Care Store Service Athfetic Debt Debt Funds
Revenues
Laocal sources:

Other local sources $ 257827 8 6§75 § 585,748 § 141659 § 1,457 § 3 987,366
State sources 118,025 - 54,062 - ~ 172,087
Federal sources 4,135 - 495,299 - - 400 434

Total revenues 379,987 675 1,135,109 141,659 1,457 1,658,387

Expenditures
Athletics - - - 443,059 - 403,059
Bookstore - 618 - - - 618
Child care activities 358,255 - ; - - - 358,255
Tood service - - 1,145,387 - - 1,145,387
Dbt service - - - - 309 309
Capital outlay and maintenance 454 - 20,786 15,301 - 36,631
Total expenditures 358,709 618 1,166,173 413,450 349 1,944,259
Reverue aver (under} expenditures 21,278 57 (31,064  (276,79L) 1,148 (285,372}
Other financing sources {uses)
Transfers in - - - 280,569 - 280,569

Total other financing sources - - - 250,569 - - 280,565

Net change in fund balances 21,278 57 (31,064) 3,778 1,148 {4,803)
Fund balance, beginning of year 47,057 5,692 147,304 53,414 17,352 270,819
¥Fund balance, end of year $ 68335 & 5749 % 116240 § 57,092 § 18,500 § 3 266,016
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REHMANN ROBSON

Certified Public Accountantis

A member of 1 HE REHMANN GROUP An Independent Member of Baker Tilly International

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

September 14, 2007

Board of Education
Northwest School District
Jackson, Michigan

We have audited the financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of the NORTHWEST SCHOOL DISTRICT as of and for the year ended June 30,
2007, and have issued our report thereon dated September 14, 2007. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Northwest School District’s internal control over fmancial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the District’s
internal contro} over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the-
District’s internal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow management or employees,
in the nonmal course of performing their assigned functions, to prevent or detect misstatements on a timely basis.
A significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the
District’s ability to initiate, authorize, record, process, or report financial data reliably in accordance with
generally accepted accounting principles such that there is more than a remote likelihood that a misstatement of
the District’s financial statements that is more than mconsequential will not be prevented or detected by the
District’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more
than a remote likelihood that a material misstatement of the financial statements will not be prevented or
detected by the District’s internal control.
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QOur consideration of the internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify ali deficiencies in the internal control that might
be significant deficiencies or material weaknesses. Our report did not identify any deficiencies in internal
control over financial reporting that we consider to be material weaknesses, as defined above.

However, we noted other matters involving the internal control over compliance, financial reporting and/or
operating efficiency that we have reported to management of the Northwest School District in a separate letier
dated September 14, 2007.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Northwest School District’s financial statements are
free of material misstatement, we performned tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements, noncompliance with which counld have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The results of
our tests disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

This report is intended solely for the information and use of the audit commities, management, the Board of
Education, others within the organization, and federal awarding agencies and pass-through entities and is not
intended to be and should not be used by anyone other than these specified parties.

Koo pe
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REHMANN ROBSON

Certified Public Accountants

A member of THE REHMANN GRrouP An [odependent Member of Baker Tilly Internarional

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH
REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM
AND INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE
WITH OMB CIRCULAR A-133

September 14, 2007

Board of Education
Northwest Schooi District
Jackson, Michigan

Compliance

We have audited the compliance of NORTHWEST SCHOOL DISTRICT with the types of compliance
requirements described in the U. S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that are applicable to each of its major federal programs for the year ended June 30, 2007.
Northwest School District’s major federal programs are identified in the summary of auditor’s results section of
the accompanying schedule of findings and questioned costs. Compliance with the requirements of laws,
regulations, contracts and grants applicable to each of its major federal programs is the respousibility of
Northwest School District’s management. Our responsibility is fo express an opinion on Northwest School
District’s conopliance based on our audit. '

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United
States of America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and OMB Circular A-133, dudits of States, Local
Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan
and perform the audit to obtain reasonable assurance about whether noncompliance with the types of compliance
requirements referred to above that could have a direct and material effect on 2 major federal program occurred.
An andit includes examining, on a test basis, evidence about Northwest School District’s compliance with those
requirements and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opimion. Our audit does not provide a legal
determination on Northwest School District’s compliance with those requiremnents.

Tn our opinion, Northwest School District complied, in all material respects, with the requirements referred to
above that are applicable to each of its major federal programs for the year ended June 30, 2007.
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Tnternal Control Over Compliance

The management of Northwest School District is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts and grants applicable to federal
programs. In planning and performing our audit, we considered Northwest School District’s internal control over
compliance with requirements that could have a direct and material effect on a major federal program in order ©
determine our auditing procedures for the purpose of expressing our opinion on compiliance, but not for the
purpose of expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do
not express an opinion on the effectiveness of the District’s intemal control over compliance.

A control deficiency in an entity’s internal control over compliance exists when the design or operation of a
control does not allow management or employees, in the normal course of performing their assigned functions,
to prevent or detect noncompliance with a type of compliance requirement of a federal program on a timely
basis, A significant deficiency is a control deficiency, or corbination of control deficiencies, that adversely
affects the entity’s ability to administer a federal program such that there is more then a remote likelihood that
noncompliance with a type of compliance requirement of a federal program that is more than inconsequential
will not be prevented or detected by the entity’s internal control,

A material weakness is a significant deficiency, or combination of significant deficiencies, that resuits in more
than a remote likelihood that material noncompliance with a type of compliance requirement of a federal
program will not be prevented or detected by the entity’s internal control.

Qur consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in intemal control that might be
significant deficiencies or material weaknesses. We did not identify any deficiencies in internal control over
compliance that we consider to be material weaknesses, as defined above,

This report is intended solely for the information and use of the audit commitiee, management, the Board of
Education, others within the organization, and federal awarding agencies and pass-through entities and is not
intended to be and should not be used by anyone other than these specified parties.

-38-



NORTHWEST SCHOOL DISTRICT

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2007

SECTIONI - SUMMARY OF AUDITORS’ RESULTS

Financial Stntements

Type of auditors’ report issued:

Internal control over financial reporting:
Material weakness(es) identified?

Significant deficiency(ies) identified
not considered to be material weakpesses?

Noncompliance material to financial staternents
noted?

Federal Awards
Internal Control over major prograrms:
Material weakness(es} identified?

Significant deficiency(ies) identified
not considered to be material weaknesses?

Type of auditors’ report issued on compliance
for major programs:

Any andit findings disclosed that are required
1o be reported in accordance with
Circular A-133, Section 510(a)?

Ungualified

yes X mno

yes X mnone reported

yes X ne

yes X mno

yes X none reported
Ungualified

yes X__no
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NORTHWEST SCHOOL DISTRICT

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Concluded)

FOR THE YEAR ENDED JUNE 30, 2007

SECTIONTI - SUMMARY OF AUDITORS’ RESULTS ({Concluded)

Identification of major programs:

CFDA. Number{s) Name of Federal Program or Cluster

10.553, 10.555 Child Nutrition Cluster

Dollar threshold used to distinguish
between Type A and Type B programs: $300,000

Auditee qualified as low-risk anditee? X __ yes o

SECTION II - FINANCIAL STATEMENT FINDINGS

No matters were reported.

SECTION IH -- FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

No matters were reported.

SECTIONIYV - PRIOR YEAR FEDERAL AWARD FINDINGS

No matters were reported.

®ok oA ook kR kR
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o ] REHMANN ROBSON

Certified Public Accowurnrntants

A4 member of 1 HE REHMANN GROUP An Independent Member of Baker Tilly International

September 14, 2007

To the Board of Education of the
Northwest School District
Jackson, Michigan

‘We have audited the financial statements of Northwest School District for the year ended June 30, 2007 and
have issued our report thereon dated September 14, 2007, Professional standards require that we provide you
with the following information related to our audit.

Our Responsibility Under Auditing Standards Generally Accepted in the United States of America
and OMB Circular A-133

As stated in our engagement letter dated June 7, 2007, owr responsibility, as described by professional
standards, is to plen and perform our audit to obtain reasonable, but not absolute, assurance that the financial
statements are free of material misstatement and are fairly presented in accordance with accounting
principies generally accepted in the United States of America. Because an audit is designed to provide
reasonable, but not absolute assurance and because we did not perform a detailed examination of all
transactions, there is a risk that material misstatements may exist and not be detected by us.

In planning and performing our audit, we considered Northwest School District’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our opinion
on the financial staternents and not to provide assurance on the internal control over financial reporting. We
also considered internal control over compliance with requirements that could have a direct and material
effect on a major federal program in order to determine our auditing procedures for the purpose of expressing

our opinion on compliance and to test and report on internal control over compliance in accordance with
OMB Circular A-133.

As part of obtaining reasonable assurance about whether Northwest School District’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grants, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit. Also, in accordance with OMB Circular A-133, we examined,
on a test basis, evidence about Northwest School District’s compliance with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement applicable to each of its major federal programs for the purpose of expressing an opinion on
Northwest School District’s compliance with those requirements. While our audit provides a reasonable basis

for our opinion, it does not provide a legal determination on Northwest School District’s compliance with
those requirements.
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Page 2

Significant Accounting Policies

Management is responsible for the selection and use of appropriate accounting policies. In accordance with
the terms of our engagement letter, we advised management about the appropriateness of accounting policies
and their application. The significant accounting policies used by Northwest School District are described in
Note 1 to the financial statements. No new accounting policies were adopted and the application of existing
policies was not changed during the year. We noted no transactions entered into by Northwest School
District during the year that were both significant and unusual, and of which, under professional standards,
we are required to inform you, or transactions for which there is a lack of authoritative guidance or
CONSensus.

Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management and are based
on management’s knowledge and experience about past and current events and assumptions about future
events. Certain accounting estimates are particularly sensitive because of their significance to the financial
statements and because of the possibility that future events affecting them may differ significantly from those
expected. The most sensitive estimates affecting the financial statements were:

*  Management’s estimate of the useful lives of depreciable fixed assets is based on the length of
time it is believed that those assets will provide some economic berefit in the future. We
evaluated the key factors and assumptions used to develop the useful lives of those assets in
determining that they are reasonable in relation to the financial statements taken as a whole.

Andit _Ad]‘usfments

For purposes of this letter, professional standards define an audit adjustment as a proposed correction of the
financial statements that, in our judgment, may not have been detected except through our auditing
procedures. An audit adjustment may or may not indicate matters that could have a significant effect on
Northwest School District’s financial reporting process {that is, cause future financial statements to be
materially misstated). In our judgment, none of the adjustments we proposed, whether recorded or
unrecorded by Northwest School District, either individually or in the aggregate, indicate matters that could
have a significant effect on Northwest School District’s financial reporting process.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a matter,
whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing matter
that could be significant to the financial statements or the auditor’s report. We are pleased to report that no
such disagreements arose during the course of our audit.

Consultations with OQther Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining 2 “second opinion” on certain situations. If a consultation involves application
of an accounting principle fo the governmental unit’s financial statements or a determination of the type of
auditor’s opinion that may be expressed on those statements, our professional standards require the
consulting accountant to check with us to determuine that the consultant has al} the relevant facts. To our
knowledge, there were no such consultations with other accounntants.



Page 3

Issues Discussed Prior to Retention of Independent Audifors

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as Northwest School Distriet’s auditors. However,
these discussions occurred in the normal course of our professional relationship and our responses were not a
condition to our retention.

Difficulties Encountered in Performing the Audit

We encountered no difficulties in dealing with management in performing our audit.

This letter the accompanying memorandum are intended for the use of the Board of Education, management,
and federal awarding agencies and pass-through entities and are not intended to be and should not be used by

anyone other than these specified parties.

Very truly yours,

Aelssnfrteo:



Northwest School District
Comments and Recommendations

For the Year Ended June 30, 2007

In planning and performing our audit of the financial statements of Northwest School District as of and for
the year ended June 30, 2007, in accordance with auditing standards generally accepted in the United States
of America, we considered Northwest School District’s internal control over financial reporting (internal
control) as a basis for designing our auditing procedures for the purpose of expressing our opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the Northwest
School District’s internal control.

However, during our audit, we became aware of a certain matter that is an opportunity for strengthening
internal controls and operating efficiency. The memorandum that follows summarizes our comments and
suggestions regarding this matter. A separate report dated September 14, 2007 contains our report on
significant deficiencies in the District’s internal control. No material weaknesses were noted in that report.
This letter does not affect our report dated September, 14, 2007 on the financial statements of Northwest
School District.

We will review the status of this comment during our next audit engagement. We have already discussed
this comment with District personnel, and we will be pleased to discuss it in further detail at your
convenience, or to assist you in implementing the recommendation.

Other Matter

ACH Wire transfers

From time to time, ACH. transfers among District bank and investment accounts are initiated by the Budget
and Finance Supervisor. Presently, there is no approval of these transactions by someone independent of the
Budget and Finance Supervisor. In order to enhance the internal controls in this area, we recommend that
each ACH wire transfer be approved by an individual independent of the person responsible for initiation of
the transaction. ’
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